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DEPOSITS AS CURRENCY. 

In the discussions upon the various phases of the cur- 
rency question during the last twenty years, the popular 
dread of contraction and its consequences has seldom 
been appealed to in vain. Congress has been a good 
index of public opinion in this respect, and in Congress 
there has steadily been an element which seemed to have 
grasped the idea of a connection between contraction and 
falling prices, as the one and sufficient key to the practi- 
cal questions which were to be settled. To this fact were 
due the weak legislation of 1874, to go back no further, 
and the necessity in 1 875 of so framing the Resumption 
Act as to leave its meaning open to opposite constructions 
and its operation uncertain, — a necessity which Mr. Sher- 
man, in carrying the bill through the Senate, did not seek 
to disguise. Nothing else than a deep conviction in Con- 
gress that " the people would not stand contraction " can 
explain the fact that the act of May 31, 1878, " to forbid 
the further retirement of legal tender notes," was carried 
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through the House of Representatives under a suspension 
of the rules and without a word of discussion, the decision 
of the question as to the meaning of resumption and the 
perpetuity of the legal tender issues being treated as of 
less consequence than the appointment of a door-keeper. 
And, in the discussions of the national banking system, 
the same dread of contraction, or of a supposed popular 
fear of contraction, constantly appears, and shapes the 
expedients offered by the opponents, and sometimes by 
the friends, of the present system. 

This, however, brings forward in a convenient form the 
question, What is the currency of which the contraction 
is thus dreaded? In the resumption discussions, it was 
assumed that, apart from specie, the legal tender and 
bank-notes make up the currency; the amount of each 
kind outstanding was anxiously computed, and the in- 
crease or diminution of the aggregate noted as a decisive 
fact. And so, too, in later discussions, the sinking of 
bank-note issues, while the legal tenders are constant in 
amount, is often treated as a portent, the lesson of which 
is either the remodelling and renewing of the system or 
the substitution of government paper for bank-notes, as 
may be preferred. Without attempting a formal state- 
ment of the constituents of the currency, the writer 
wishes to recall the fact that there is a kind of bank cir- 
culation more important than bank-notes, and that the 
theorems of currency cannot be correctly applied if this is 
ignored. 

The ease with which we ignore deposits as a part of the 
currency seems the more remarkable, when we consider 
that few men in business fail to recognize the true mean- 
ing of this form of bank liability ; that it is a circulating 
medium in as true a sense and in the same sense as the 
bank-note, and that, like the bank-note, it is created by 
the bank and for the same purposes. McLeod's remark, 
that " every bank is a bank of issue," may seem a hard 
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saying : still, every man of affairs would be found apply- 
ing it in practice and recognizing the essential truth con- 
tained in it in a tolerably distinct manner ; and probably 
one reason for the moderate interest which practical men 
are apt to take in discussions of currency is, that such 
discussions so commonly deal with what experience shows 
to be only a part of the essential elements of any actual 
question. 

It is interesting to observe that, in the early efforts to 
deal with the subject of credit currency in this country, 
the greatest of the financiers on each side recognized 
plainly and constantly the true significance of the bank 
deposits. Hamilton at the start made a statement which 
could hardly be improved upon : — 

Every loan which a bank makes is, in its first shape, a credit given 
to the borrower in its books, the amount of which it stands ready to 
pay, either in its own notes or in gold or silver, at his option. But, 
in a great number of cases, no actual payment is made in either. 
The borrower frequently, by a check or order, transfers his credit to 
some other person, to whom he has a payment to make ; who, in his 
turn, is as often content with a similar credit, because he is satisfied 
that he can, whenever he pleases, either convert it into cash or pass 
it to some other hand, as an equivalent for it. And in this manner 
the credit keeps circulating, performing, in every stage, the ofiice of 
money, till it is extinguished by a discount with some person who 
has a payment to make to the bank to an equal or greater amount.* 

Gallatin was quite as explicit as Hamilton, stating his 
proposition more than once,f with a wide interval of 
time, substantially as follows: — 

The bank-notes and the deposits rest precisely on the same basis. 
. . . We can in no respect whatever perceive the slightest difference 
between the two ; and we cannot, therefore, but consider the aggre- 

* Report on a National Bank (1790), vol. iii. , p. 128, of Lodge's edition 
of Hamilton's Works. 

tSee his report to the Senate (March 3, 1809), in American State Papers, 
Finance, ii., 351 ; and his essay on the Currency and Banking System, Writ- 
ings, iii., 267, 268. 
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gate amount of credits payable on demand, standing on the books 
of the several banks, as being part of the currency of the United 
States. This, it appears to us, embraces not only bank-notes, but all 
demands upon banks payable at sight, and including their drafts and 
acceptances. 

These citations, embodying a principle which perhaps 
stands in little need of formal exposition, show plainly 
enough how far much of our discussion and even of our 
legislation has drifted from the position taken at the out- 
set. The current of our legislation for years has not only 
treated note-issue as the subject of chief interest, but has 
often proceeded on the theory that nothing else need be 
considered ; and the debate, in Congress and out, has run 
chiefly upon the greenback and the bank-note. This ab- 
sorption of all interest by the inferior constituent of our 
credit currency is easily explained. Besides the apparent 
ease of legislating upon note-issues and the obvious diffi- 
culty of legislation upon deposits, the notes were, in the 
earlier decades of our history, the more important of 
the two. The comparative sparseness of population and 
the imperfect development of the banking habit, in a new 
and more slowly advancing country and in a less advanced 
age than the present, created an early preference for the 
currency which passes from hand to hand, and discour- 
aged the use of that which implies a resort to the bank. 
Even in the abnormal years 1809 and 1811, when all 
business was stagnant as the result of the embargo and 
subsequent non-intercourse, the note-circulation of the 
Bank of the United States was little below its debt to 
individual depositors, as shown by the only statements of 
that institution ever given to Congress ; and, in the ac- 
counts even of the best developed State banks of that 
date, the notes have clearly the first place. The figures 
collected by Gallatin for 1820 and 1829 show the same 
preponderance of note-circulation. The returns collected 
by the Treasury for many years, under the resolution of 
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July, 1882, show that it was not until 1855 that the 
deposits of the banks taken in the aggregate rose above 
their circulation. Even under such special circumstances 
as those of Massachusetts, the notes continued to be the 
more important element until 1858, with the exception of 
an irregular period from 1806 to 1823, and two or three 
scattered years of exceptional conditions.* 

And not only were the notes practically the more 
important during these years, but events riveted the at- 
tention of the public upon them. The suspension of 
specie payments at the close of the second war with 
Great Britain, the history of the second Bank of the 
United States and the struggle for its recharter, and the 
hard-money movement which finally led to the indepen- 
dent treasury system, all tended to keep the notes in the 
foreground, and to give the impression that banking is 
synonymous with note-issue, as the old acts of Parliament 
treated it. The long-continued suspension of 1861 and 
the later controversies, turning primarily on the ques- 
tions raised by the greenbacks, but involving the bank- 
notes, have easily and naturally followed the same line. 

Our experience resembles that of other countries in this 
respect. Even in England, where modern deposit bank- 
ing had its earliest development and has reached its high- 
est point, and where for more than forty years legislation 
has set the note-circulation apart in such a way as to 
bring into the strongest possible relief the currency func- 
tion of deposits, there is the same trouble in realizing 
a patent fact, and from the same cause, if we may trust 
Bagehot : — 

Probably up to 1830 in England, or thereabouts, the main profit of 
banks was derived from the circulation ; and for many years after 
that the deposits were treated as very minor matters, and the whole 
of so-called banking discussion turned on questions of circulation. 
We are still living in the dibris of that controversy ; for, as I have 

*See Gallatin, Writings, iii., pp. 291, 296 ; and Report of the Comptroller of 
the Currency for 1876, pp. 38-16, and Appendix. 
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so often said, people can hardly think of the structure of Lombard 
Street except with reference to the paper currency and to the Act of 
1844, which regulates it now.* 

Even a writer usually so much in sympathy with the 
practical movement of the times as Jevons, in his Money 
and the Mechanism of JSxchange, shows a singular inability 
to free himself from the old notion that money and bank- 
notes are nearly all that need be dealt with in treating of 
currency. The real importance, however, of the neg- 
lected element is shown by the published returns. At the 
close of 1886, the total note-issue of the United Kingdom, 
including that of the Banks of England and Ireland and 
of all private banks and joint stock banks, was slightly 
over £50,000,000.-)- At nearly the same date, the deposit 
accounts of the joint stock banks of the kingdom, nearly 
all shown by published accounts, amounted to £446,800,- 
000, and the " other deposits " of the Bank of England to 
£29,000,000: so that, with allowance for private banks 
and others for which estimates only can be had, it is prob- 
able that there was an aggregate of £560,000,000 to 
£570,000,000.$ The chief expansible element of the cur- 
rency, on which the growth of English domestic trade and 
the adjustment of a constantly swelling mass of transac- 
tions have mainly depended, has been this vast system of 
transferable credits, which still waits for its due share of 
attention in economic discussion. 

England is still cumbered by the dSbris of the old con- 
troversies over note-issue, but the continental countries 
are still in the heat of controversy itself. The question 
as to the close monopoly held by the Bank of France and 
the monopoly held by groups of banks in Germany and 
Italy, together with the imperfect development of what 
we have called the banking habit, has curiously narrowed 

* Lombard Street, p. 85. 

t Journal of Statistical Society, March, 1887, pp. 251, 252. 

} See Economist, May 21, 1887. 
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all current discussion as to "banks of issue," and has 
made questions of banking seem to turn upon the kind of 
evidence by which the existence of similar debts may hap- 
pen to be certified. The whole continent is, in fact, in 
much the same stage as England and the United States 
before 1830, as regards practical methods. The " account 
current " holds its place in the statements of the conti- 
nental banks, but the place is not an important one. The 
check has helped to introduce the clearing-house ; but 
progress is slow, and the scale of operations — while it 
shows a gain of convenience for the banks concerned — 
does not indicate the use of the machinery as a vital 
part of the circulating system of a country. Continental 
writers, therefore, have naturally done even less than 
English towards setting the deposit and check system in 
its true light.* 

In making the inquiry as to the share which deposits 
have in the active circulation of the United States, we 
happily have a good source of information in the reports 
of the Comptroller of the Currency. These reports give, 
with precision, five times a year the circulation and de- 
posits of all the national banks ; and from these state- 
ments a sufficiently fair average for any year or any six 
months may be struck. The tax formerly levied by the 
United States upon deposits also brought into the Treas- 
ury returns from all banks and trust companies doing 
business under the laws of the several States and from 
private bankers, which may fairly be taken as accurate 
down to November, 1882, when the repeal of the tax put 

*Courtois, who recognizes with tolerable distinctness the similarity be- 
tween the issue of notes and the opening of a deposit account, makes the 
naive remark : " On a cr^e un concurrent au billet de banque, il est vrai, mais 
un concurrent bien faible ; quel stimulant a deposer des especes en eompte 
courant a la Banque, si on ne vous sert aucun interSt ? " Histoire des Banques 
en France, p. 241. Wagner, in his article in Schonberg's Handbuch on Credit 
und Bankivesen, has some important remarks on the origin of " book-credit- 
deposits " and their use as a real substitute for notes. See §§ 54-57. Knies, in 
Geld und Credit, fails to reach any clear conception of the function of deposits. 
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an end to the series. Since that date, moreover, the suc- 
cessive comptrollers have obtained from official sources 
such information as could be had respecting State banks 
and trust companies ; and this, although imperfect and not 
given for uniform dates, is an approximation to the actual 
movement down to the present time. Unfortunately, 
there are no longer the means of determining the amount 
of the deposits with private banks and bankers. Taking 
then, for comparison, the six months' averages which the 
comptroller's reports give for the banks other than na- 
tional, the figures from these sources may be grouped as 
follows : — 



NOTES. 



Nat. 
Banks 



DEPOSITS. 



Nat. 
Banks 



State. 
Banks 



Trust 
Cos. 



Priv 
B'k'rs 



4T fi 



Average for 6 months ending 
November 30, 1875 



May 31, 1876 

May 31, 1877 

May 31, 1878 

May 31, 1879 

May 31, 1880 

May 31, 1881 

May 31, 1882 

November 30, 1882. 

Tor year 1883 

1884 



1886 

Amount on March 3, 1887 . 



318 

308 
293 
301 
304 
321 
309 
321 
312 
311 
292 
271 
242 
186 



675 

617 

640 

611 

614 

799 

989 

1,047 

1,095 

1,054 

1,010 

1,071 

1,146 

1,225 



487 
480 
471 



230 
257 
319 
386 
452 
490 



335 
325 
344 
343 



165 
189 
188 
214 



184 
14) 
183 

242 
296 
289 

? 

? 

? 



1,162 
1,097 
1,111 
1,025 
1,011 
1,301 
1,617 
1,795 
1,874 
[1554] 
[1524] 
[1603] 
[1703] 



Of the reported deposits of trust companies, only a 
small proportion represent the trusts held by these com- 
panies ; but by far the greater part belongs to the bank- 
ing business, which is their chief function. And, although 
the action of parts of their deposit accounts may be slug- 
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gish from their methods of dealing with customers, — as 
is also true in some degree of any bank, national or State, 
— it seems not unfair on the whole to let these deposits 
stand on the same footing as those of the ordinary banks, 
especially in view of the probability that the figures are 
within rather than beyond the truth. Of the deposits of 
private bankers, also probably not overstated before 1883, 
it can only be said that the amounts, if they could be 
known, would probably show that the increase observed 
down to that date has continued since. 

There can be little doubt, then, that in 1886 the aggre- 
gate deposits of banks and bankers in the United States, 
savings banks being of course excluded, were on the 
average above two thousand millions ; and there may be 
said to be a high degree of probability that at the present 
time the aggregate stands at nearly double the amount 
which was returned for 1875. The increase has not been 
without interruption. The total has fallen in periods of 
depression, and it has risen with regaining confidence. 
Indeed, the changes in the business situation of the coun- 
try, acting through the demands of persons dealing with 
the banks, of necessity leave at this point a permanent 
record of their passage. But the fact which it is chiefly 
desired to emphasize here is the complete elasticity of this 
section of our currency. It adapts itself to the demand 
of the moment without visible effort and either by ex- 
pansion or contraction, as the case may be ; and it does 
this quite irrespective of legislative purpose or guidance. 
From the figures, indeed, the conclusion is irresistible 
that, if for any reason the creation of deposit currency 
through the agency of the national banks is hindered or 
limited, it will make its growth by means of State banks ; 
and, if not by these, then by a system of private bank- 
ing, which no legislation can touch, until the government 
shall assume the power of declaring whether A may owe 
B or not. The growth of this kind of credit may be 



410 QUARTERLY JOURNAL OF ECONOMICS 

guided and it may be made more or less sound according 
to the wisdom of legislation. The stability of the stand- 
ard to which its value relates is wholly within legislative 
control, and the continuity of the test of its solvency by 
reference to that standard is within the scope of legisla- 
tive influence. But, whether the legislation be good or 
bad, here is the adjustable part of our system of credit 
currency, and the part of it which will continue to adjust 
itself to the scale of the transactions to which current 
business naturally gives rise. 

And, in view of the extraordinary growth of this kind 
of credit currency, the mere question of the amount of na- 
tional bank-notes in circulation sinks into insignificance, 
and with it the question whether their place must be 
made good by other descriptions of paper, as, for example, 
by greenbacks. There is a real question as to the con- 
venience of using coin, in place of a part of the paper 
which the community uses in its small transactions ; there 
is a question as to the wisdom of depriving a great system 
of banks of the ability to supply whichever form of credit 
may be required by the public ; and there is a grave ques- 
tion as to having any larger part of our credit currency, 
or any part of it, subject to control as regards its amount, 
by any legislative body whatever. But as regards the 
mere question of contraction, still sometimes brought for- 
ward with respect to the paper currency, the grounds for 
it have ceased to exist. For, besides the fact that since 
resumption specie has come in and must continue to come, 
through an ever open door, to make good any deficiency 
of circulating medium, the growth of deposits has covered 
many times over all loss in the amount of paper circula- 
tion. Indeed, we may go farther, and say that if the 
United States government were to pay off every legal 
tender note, and if every bank-note were to be with- 
drawn, these changes would produce no real contraction 
of the currency. With specie thus brought into common 
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use for smaller and every-day transactions, we should, it 
is true, have a currency far less convenient for its minor 
uses, and we should no doubt see the use of the deposit 
and check system thus carried prematurely into classes of 
transactions and into sections of country where the note 
now meets a popular demand ; but, as regards the mass of 
exchanges from which the business condition of the coun- 
try at any given time takes its tone, we should find them 
carried on as now, by a creation of bank credits on what- 
ever scale the needs of the time might require. In fact, 
so soon as specie payments were firmly established and the 
value of credit currency was settled, by its assured con- 
version at pleasure into a solid medium, contraction ceased 
to be any proper object of dread. 

Upon this point sufficient evidence is presented by the 
operations of the national banks since the resumption of 
specie payment. Of these operations, the great results 
are clearly shown in the diagram issued with the comp- 
troller's report for 1886. Inspection of this diagram 
shows an enormous expansion of the general scale of 
transactions by the banks since 1879. This expansion has 
come only in a moderate degree from the application of 
new banking capital; it has come in spite of the sinking 
of the line which describes the changes in circulation, and 
chiefly from the sharp rise of the line of deposits during 
the flush period from April, 1879, to December, 1881, and 
again from the fall of 1884 to the present time. The 
elastic power of the deposit currency, and the certainty 
with which it fills the void left by the disappearance of 
paper, could not be illustrated better than by the soaring 
of the red line as the black one sinks, upon Mr. Tren- 
holm's chart. 

The legitimate inference from these considerations is 
not, however, that the disappearance of the bank-note, or 
the substitution of government paper for it, is to be 
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viewed with indifference. The business of a country in 
which the banking habit is firmly seated, will, it is true, 
find a medium of exchange, and in the amount needed; 
but it is of great consequence that the medium used 
should be made up of the kinds most convenient for the 
use of the community, and divided between those kinds 
in the proportions most convenient. This question of 
proportion is one which no combination of counsellors, 
public or private, can determine. No legislature and no 
conclave of bankers can say that the people of the United 
States require any given amount of notes for the manage- 
ment of their exchanges. The amount which is sufficient 
this year may, and almost certainly will, be either insuffi- 
cient or in excess the next ; and it is partly from a sense 
of the absolute inability of any human foresight to deal 
with this problem, that we owe the multitude of schemes 
proposed in years past " to adapt the amount of the [paper] 
currency to the needs of the country." * 

Left to itself, the country settles this problem of pro- 
portion in a natural way, by the demand which each indi- 
vidual using a credit currency of any kind will make for 
notes or for a deposit account, as his special conditions 
may require. But, in order that this natural process 
should go on easily and without inconvenience to the 
community, it is requisite that the banks or bankers with 
whom individuals deal when obtaining loans or receiving 
payments should have the ability to respond to demand 
in either form; in other words, that the creditor of the 
bank or banker should be able to receive the evidence 
of his claim in the one form, if he expects to use it in 
large operations or in a closely settled community, or in 

* It is true that there is a party who believe that the issue of notes for the 
country should be fixed and "have no elastic power." See Mr. Buckner's 
speech in the House on the extension of bank charters, April 17, 1882. And 
a Secretary of the Treasury once committed himself to the astonishing propo- 
sition, that the issue of bank-notes ought to be fixed in amount and the issue 
of legal tenders adjustable by the Treasury, according to its conception of the 
needs of the time. See Finance Report, 1872, p. xx. 
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the other, if in small operations or where hand-to-hand 
dealings are the rule, and that the lender should find his 
profit equally in responding to either demand. It is only 
by being allowed to take one or the other form, as occa- 
sion requires, that a given mass of bank credit can per- 
form its functions with the maximum of public advantage. 
There may be sound reasons of a different order for not 
giving the power of issue in both forms to every company 
or individual carrying on the business of banking; in 
other words, the ideal of a perfectly free system of bank- 
ing is no doubt beyond reach; — but that, for the greatest 
advantage of the public, the issue of notes by banks 
should be widely enough diffused to present in every 
considerable district which uses banking facilities at all 
the easy choice between the two methods of using credit, 
seems to be beyond dispute. This choice is given only 
when the power of issue is substantially in the same hands 
which control the loans and the business of banking gen- 
erally. It is, in fact, one of the great services rendered 
by the national banking system that, for a most critical 
quarter century, it carried note-issue and deposit banking 
side by side throughout the greater part of the country, 
under the management of a class of remarkably sound 
institutions, giving to the community many of the bene- 
fits of free banking, with the minimum of its risks. As 
a substitute for this system, the issue of notes by the 
Treasury is as little to the purpose as the striking of 
coins by the mint ; nor is there any machinery by which 
the operations of the Treasury can be made to perform 
the desired office. Happily, those operations are quite 
distinct from the commercial movement of the country, 
and are unsuited by their nature for any closer connec- 
tion with it, even if such connection were expedient. 

To the firm establishment of the right of note-issue as a 
practical alternative given to the banking system of the 
country, it is doubtful whether any serious opposition 
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would have arisen, had there not been an impression that 
in some way this right is the opportunity, either for an 
exorbitant profit or, at any rate, for a profit which should 
be reaped by the government. As regards the amount 
of the profit coming from circulation, no real answer has 
ever been made to the computations by which the late 
comptroller repeatedly demonstrated in his reports the 
trifling margin of gain left by the use of credit in this 
form. Whatever may have been the profits of banks from 
this source fifteen years ago, with the rates of interest 
then prevailing, there is no doubt as to the comparative 
unimportance to-day of using their credit in a form which 
requires as a preliminary the investment of capital at the 
rate of two and a half per cent. Indeed, the figures show 
that, by jealously maintaining the primitive forms of the 
national system under altered conditions, note-circulation 
has long been systematically discouraged and its essential 
advantages for the public sacrificed. 

To every practical demonstration of the narrow margin 
of profit, however, the common reply is, after all, a more 
or less open appeal to the theory of a supposed double 
source of profit under a secured issue, — a theory which 
has had a strong hold on the public, and has not always 
been met with complete perception of its hollowness, even 
by the friends of the national system. For the present 
purpose, it is enough to point out that the source of profit 
for any bank is the investments in securities or loans 
which it can hold, by the use of its capital together with 
its credit in any form ; that its profit is not increased by 
pledging any part of the investment to secure any class 
of liabilities ; and that, therefore, the sources of profit open 
to national banks issuing notes are of precisely the same 
order as those enjoyed by State banks and private bank- 
ers. The national bank has the great advantage of a 
choice between methods of using its credit; but, how- 
ever its choice is made, its investment is necessarily 
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measured by its capital plus its credit, which is also the 
measure for its non-issuing neighbors. The confinement 
of the national banks therefore to the use of credit in one 
form, instead of giving them an alternative between two, 
would not cut off a double profit now enjoyed, but would 
merely require that the credit by which a part of their 
profit is earned should be evidenced by book account, and 
not by demand note, or vice versa. In short, the profits 
of the banks are increased by the right of issue only so 
far as that right makes it possible to extend the credit of 
the banks, and so to increase their holding of investments, 
beyond the point which they could reach by the use of 
the deposit system alone. But the swift extension of 
deposits already pointed out makes it extremely doubtful 
whether the extinction of any serious effect on the total 
amount of bank credit used or the note-issues would now 
have any practical result other than a certain inconven- 
ience to the public. Barring the effect on some of the 
smaller interior banks, the probability is that the national 
banks in the aggregate would, even without the right of 
issuing notes, continue to expand their business and to 
earn such dividends as the current rate of interest would 
have allowed in any case. This is the natural inference 
from the fact already noted, that hitherto the displace- 
ment of their notes has been far more than made good by 
the increase of deposit accounts. 

That the government makes a saving by the issue of its 
own notes, so far as these are the substitute for an inter- 
est-bearing debt, and that it might make a still larger 
saving by occupying the whole field of paper circulation, 
is an independent consideration. It is, however, plainly 
a consideration of very little practical value, when we 
take into account the ease with which ordinary sources 
of income enable the government to reduce its debt as 
well as meet its expenditure, and the fact that the dis- 
position of a surplus revenue has been so far an insol- 
uble problem. Obviously, the government of the United 
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States can afford to settle the currency of the country 
upon whatever basis is found to be for the convenience 
and advantage of the public, without being diverted from 
this aim by any necessity for securing a certain number of 
millions. It is conceivable that other functions now left 
to private enterprise might at a pinch be assumed by the 
Treasury and made to produce a revenue; but few per- 
sons would pretend that there is any fiscal reason which 
could be of weight in favor of such an assumption, if it 
appears that the general interest is in any way promoted 
by leaving the service to individuals. Economy at any 
cost is not our rule in dealing with other subjects, and 
there is no reason why it should be a controlling consider- 
ation in the regulation of any part of our currency. 

Assuming, then, that the profits of note-circulation are 
but the ordinary profits of bank credit, such as will be 
earned under whatever system may finally prevail, and 
assuming also that the government can afford to forego 
the use of its credit in the form of notes, and to allow 
the banks to continue and extend the use of theirs, the 
question as to our banking system resolves itself into 
the inquiry, whether it is for the interest of the public 
to keep the deposit banking as far as possible under the 
national system, or to allow it to drift more and more 
into the possession of State banks or into private hands. 
The optional use of the right of circulation being re- 
moved, not much is required, it would seem, to turn the 
scale as between a national charter, on the one hand, 
with its numerous safeguards and its strict public super- 
vision, and a State charter, on the other, with its frequent 
absence of all limitations, — to say nothing of the com- 
plete license of private banking. The fact of the existence 
of nine hundred State banks and of thirty-six hundred 
private banking-houses is evidence on this point. " It is 
doubtful," says Mr. Trenholm, "whether the banks would 
find sufficient inducement to remain in the system with- 
out enjoying some privileges as to the issue of currency." 
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The doubt whether there is power under the Constitu- 
tion to charter banks except in connection with an issue 
of notes may probably be dismissed ; but not so the doubt 
whether banks would care to hold national charters if the 
power of note-issue were withdrawn. For here the com- 
parative soundness and safety of the whole of our credit 
currency come into question, and we have to ask, What 
is the safest system for its more important as well as its 
minor element? If there is reason for demanding that 
the currency used in the small transactions of the com- 
munity shall be secure, there is also reason for requiring 
that the greater currency used in large transactions shall 
be secure. That complete supervision of the latter is im- 
possible from the nature of the case does not affect the 
result : it is still for the advantage of all that as large a 
proportion as possible of the sources of our real currency 
should be kept under that organization which practi- 
cally is found to insure the best oversight and the safest 
management. There is no doubt as to which organi- 
zation that is. The conclusion seems, then, to be irresist- 
ible that, if the national system can retain its control over 
twelve hundred millions of deposits, as the figures now 
stand, and perhaps extend its control over a part of the 
eight or ten hundred millions held elsewhere, the commu- 
nity would buy this result cheaply by allowing the issue 
of such proportion of bank-notes as this mass of business- 
would imply. The risk of inflation from over-issue would 
not be a serious element in the account. It would not 
be appreciably greater than at present; for, after all, 
inflation is as easy and, under favoring conditions, occurs 
as surely with a system of pure deposit as with a note 
system, as the operations of our own banks in any period 
of excitement may testify. And, in any case, the security 
against the consequences of inflation is not to be found 
in the limitation or extinction of notes, but in specie 
redemption for all liabilities, and in the encouragement 
given to sound banking by steady oversight and publicity. 
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Such security, it may be presumed, we shall continue to 
have under the national system in as great a measure as 
at present. 

The kernel of the banking question for the United 
States, then, as it seems to the writer, is to be found in 
the future of the deposit system. If this is settled upon 
the best plan practicable, the substance of the question 
will have been disposed of; and, for the purpose of such 
settlement, the continuance or, perhaps it should be said, 
the revival of the right of issue might well be allowed 
as a makeweight. It is not within the scope of this paper 
to discuss the various propositions for meeting the prac- 
tical difficulty arising from the extinction of the national 
debt. It may be said of these propositions in general, 
however, that they are expedients for prolonging the 
existence of the national bank-note issue for such time 
as any part of the national debt may remain unpaid, post- 
poning the main question, which must present itself with 
the disappearance of the debt. In this part of the dis- 
cussion, as in others, the impression created by the success 
with which the present secured circulation has worked is 
so great, that it is hard to bear in mind that, after all, 
the kind of security held is not of the essence of the sys- 
tem. Evidently, the fundamental point is that the notes 
shall be secured by a preferred claim upon some suffi- 
cient portion of the property of the issuing bank. This 
portion of property, now required to consist of United 
States bonds, may, however, equally well consist of other 
securities of assured value. It is, indeed, entirely conceiv- 
able, so far as the principle of the system is concerned, 
that here, as in Germany, a solid circulation might be 
issued, of which the basis should be those general secu- 
rities and commercial obligations of short date, which are 
found sufficient to guard the credit of a bank with its 
own customers and the public. In short, if we once 
recognize the fact that the particular set of details which 
have marked our system so far are obsolescent, the market 
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is not without securities and the world is not without 
examples, on which a substituted system of circulation 
could be built up safely. 

It would no doubt be difficult to arrange a plan for 
securing notes as simple and perfect in its operation as 
that which the existence of a great public debt has given 
us the enjoyment of since the civil war ; but the actual 
difference to the public, if a new basis of security were 
to be sought, would probably not be appreciable. We 
are apt to underrate the extent to which the liabilities 
of the national banks are protected by the general safe- 
guards of the system, as distinguished from the specific 
pledge of securities. The deposit accounts of these banks, 
however, are secured only by the strength of the motives 
which usually prompt directors to prefer good invest- 
ments to bad. And it appears that, with an average of 
such deposits of over one thousand millions for the last 
five years, the loss to depositors has been less than one- 
fifth of one per cent., not of the movement, but of the 
average holding.* A loss, then, which is hardly greater 
than the mere unnoticed abrasion of some large classes 
of coin-circulation, measures the risk in practice of what 
would be called an entirely uncovered liability, under a 
well-organized system like the present. It is to the reduc- 
tion of a fractional loss like this upon the note-circulation, 
that the machinery of any system of pledged securities is 
directed. To find a working plan which can be used with 
practical safety within such limits cannot be a hard task 
for legislative ingenuity. 

Chakles F. Dtjnbab. 

* Down to September, 1886, the proved claims against insolvent national 
banks since 1863 amounted to $44,236,247, on which $22,508,900 had been paid. 
The last five years of the period were the worst, including the heavy failures 
of the Mechanics' National Bank of Newark, the Pacific of Boston, the Marine 
of New York, and the Exchange of Norfolk, which amounted to more than 
$12,500,000. For the five years, the proved liabilities of insolvent banks, in- 
cluding these four, were $17,047,245, on which $7,343,000 has been paid. The 
average loss of the five worst years, then, has been less than $2,000,000, or less 
than one-fifth of one per cent, of the deposits. 



